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CORPORATE PROFILE

First Silver Reserve Inc. is a silver mining company focused on profitable production of silver through its 100%
owned San Martin silver mine, located 250 km north of Guadalajara in Jalisco State, Mexico. The mine has
been in continuous production since 1983 and produced 2.4 million ounces of silver in 2002. The Company is
focused on increasing its silver resources, First Silver does not hedge its silver production, allowing
shareholders maximum leverage on an increase in silver prices.

First Silver Reserve Inc.'s shares are listed on the Toronto Stock Exchange (trading symbol FSR)

The Company's goal is to maintain its silver production while
increasing its silver resources in order to provide shareholders
with a premium silver investment.

San Martin Mine Historical Silver Production 1990 - 2002
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CHAIRMAN'S REPORT TO
SHAREHOLDERS

2002 will not be remembered for robust
commodity prices, although silver prices did rise
slightly. - The average price of silver improved
5.7 % to $4.60 per ounce and ended the year at
$4.67 per ounce. Currently, the price of silver is
$4.80, which is above our total cost of $4.32 per
ounce of silver. Given that the physical silver
market has averaged a 120 million ounce deficit
each year for the past 14 years, Management
believes that silver prices will eventually rise
significantly.

To be in a position to take advantage of higher
future silver prices, silver mining companies
must be able to survive periods of low
commodity prices.

In 2002, management continued to reduce non-
essential expenditures and these measures were
responsible for limiting our 2002 loss to
US$0.01 per share, which compares favourably
with our peer group of North American silver
producers.

Nonetheless, we are striving to return your
Company to profitability in 2003.

Our share price opened the year at C$0.72 per
share, closed at C$1.37 per share on December

31, 2002 and averaged C$1.15 per share for the

year. These figures are an improvement over
our 2001 average share price of $0.61 and reflect
growing investor demand for quality silver
investments. According to Goldfields Mineral
Services Ltd. 2002 Silver Survey, we are the
13™ largest primary silver mine in the world.

We remain one of the few publicly traded
primary silver producers in the world, and we
look forward to the Company’s share price
increasing with an increase in silver prices.

The main challenge for the Company in the next
year will be to expand its reserve base while
maintaining production. Mine geology staff
have identified several high potential areas for
near term discoveries and have implemented a
well-designed program to test these targets,
which includes over 7,000 m of diamond
drilling. Our new Rosario haulage adit requires
400 m of drifting for completion. Our main
development priority in 2003 remains the
completion of this adit.

In anticipation of a rise in the price of silver,
First Silver has not hedged any of its silver
production and has no plans to do so at current
prices. The Company's goal remains to provide
shareholders with a premium silver investment.

In closing, T would like to once again commend
the dedication and work of our Mexican
management team and operating workforce and
thank shareholders for their continued patience
as the Company positions itself for a profitable
future.

Respectivelv sithmittad
Ve

President, Charrman & Chief Executive Officer

May 5, 2003



OPERATIONS REVIEW

The San Martin Mine is located near the town of
San Martin de Bolanos on the Bolanos River in
Northern Jalisco State, Mexico. The operation is
250 km from Guadalajara with access viaa
paved highway. The mine is' 10 km southwest
of the town at about 1,100 meters above sea
level, while the processing facilities are
southeast of the town at an elevation of 820
meters above sea level.
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The San Martin mine has been in operation
since 1983 and has produced approximately 23.4
million troy ounces of silver from 2.85 million
tonnes of ore. Table 1 presents the key mill
production figures from 1989 to 2002.
Approximately 18 million ounces of silver have
been produced since 1994,

The operation consists of an underground silver
mine which is developed on nine trackless
horizontal levels, each one of which is )
individually accessible from surface. These
levels, from the lowest to the highest, are the
San Carlos, San Juan, San Pablo, Cangrejos,

Ballenas, Santa Maria, San Jose, Santa Elena
and La Escondida. Each level is approximately
35 meters apart vertically.

Stope development is performed by Company
persennel utilizing jackleg drills and trackless
single-boom jumbos, 2 to 3 cubic yard LHD's
(scooptrams) and 10 tonne-capacity
underground dump trucks. Up to 70 contract
miners are engaged to provide exploration
development. Typically, the total advance for
drifting, ramping and raising is about 550 meters
per month. The mine operates three shifts per
day, six days per week with 195 personnel
associated with the mine operation.

The ore is stockpiled on surface, prior to being
loaded into 22 tonne trucks for the 15 km
downhill journey to the mill,

The mill operates 24 hours-per-day, seven days-
per-week and is capable of processing
approximately 800 tonnes-per-day of silver ore.
Processing includes crushing, grinding, gravity
concentration, cyanidation, counter-current
washing and precipitation of silver with zinc.
Precipitates are smelted to produce Dore for
shipment to a refinery while gravity
concentrates are.shipped to a Penoles smelter.

There are 73 personnel in the mill department,
including all process operations and
maintenance personnel. -

In 2002, the average ore grade was 331 grams
per tonne (gpt) of sitver and 0.5 gpt gold.
Overall plant recoveries for silver and gold were
87 and 80 percent, respectively.

During 2002 First Silver processed
approximately 258,000 tonnes of ore and
shipped Dore product which contained 2.31
million ounces of silver and 2,791 ounces of
gold.



The Company also shipped 204 tonnes of
gravity concentrates to a smelter that contained
91,563 ounces of silver and 341 ounces of

gold, which represented 3.8 percent and 10.9
percent of the overall silver and gold production,
respectively.

Table 1 First Silver Reserve Inc.
Key Mill Production Figures
1989 - 2002
Year Tonnes Milled Ounces Silver Ounces Silver Produced/Tonne
Produced Milled
1989 88,987 206,304 232
1990 99947 484,704 4.85
1991 89,816 669,121 7.45
1992 72,105 563,868 7.82
1993 71,777 548,337 7.64
1994 77,313 812,650 10.51
1995 135,690 1,684,508 12 41
1996 171,099 2,148,719 12.56
1997 206,770 2,258,759 10.92
1998 257,924 2,337,123 9.06
1999 273,791 2,288,608 8.36
2000 262,768 2,315,143 8.81
2001 260,660 2,393,186 9.18
2002 258,219 2,399,500 9.29
Table 2
Zuloaga Mineable Reserves and Inferred Resources
As at December 31, 2000
Category Tonnes* Silver grade Contained Silver
. (mullion ounces)
grams/ ounces/
tonne tonne
Proven 993,000 300 9.65 9.578
Probable 289,000 270 8.68 2514
Total Minecable Reserves 1,282,000 293 942 12.093
Total Inferred Resources 6,206,000 150 482 29928

* First Silver uses conventional manual methods to calculate the average tonnage and grade of reserves and resources. The “proven” ore category
of the mineable reserve has been projected 25 meters from the last ore grade data source and the "probable” ore category has been projected
another 25 meters beyond the proven ore. Any material beyond the probable category is classed as an inferred resource

Reserves and Resources
An independent reserve and resource audit as at
December 31, 2000 was completed by Pincock,
Allen & Holt (“PAH”). PAH’s reporting
method is consistent with reserve and resource

definitions contained in National Instrument 43-
101. A summary of the mineable reserves,
inctuding 17% mining dilution and a 95%
mining recovery, and the inferred resource, is
presented in Table 2. In the 24 months since the



the PAH report, the Company has processed
518,879 tonnes and produced 4,792,686 ounces
of silver.

Check Assays

The Company has adopted an assaying policy
which complies with the January, 1999 Final
Report of the Mining Standards Task Force of
the Toronto Stock Exchange. In 2002, 8.3% of
exploration assays, along with development and
mill samples were sent to a commercial
laboratory, ALS-Chemex Laboratories, for
independent assay. In 2000, as part of its
reserve audit, PAH compared the results of 237
Chemex silver assays with assays from the mine
laboratory. PAH found that the two groups of
assays had a correlation coefficient of 0.825,
which PAH found to be reasonable. In early
2003, Dr. Peter Megaw, a professional geologist,
compared the 2002 check assay data with the
plots prepared by PAH and found that the assay
data remain consistent.

RESOURCE DEVELOPMENT
AND EXPLORATION

Underground Exploration

To the west of the current mine workings lies
the intersection of three mineralized faults (La
Zuloaga, Rosario-Condesa and La Mancha),
This area, termed “El Banco”, remains a prime
exploration target. To reach this area, the
Company has developed a horizontal drift,
which, by the end of 2002, has progressed 900
m and which has encountered two areas of
economic mineralization (from 350 to 550 m
and from 766 to 900 m). Recent drilling on the
Ballenas level, just west of the vertical
projection of the El Banco surface
mineralization, has provided indications of more
substantial mineralization lying above the
Ballenas level. For 2003, mine staff have
embarked on a $750,000 exploration program
focused on the Zuloaga and Rosario-Condesa
veins. This program, to be primarily funded by
internally generated cash flow, includes 7,035 m
of diamond drilling, 778 m of cross-cuts and 270
m of new direct headings on the Zuloaga vein to
the west.

The completion of a new haulage adit will also -
improve mine access and ventilation. The
Rosario mine haulage adit is sized for
production, 4 m wide and 3.5 m high, and is
being driven alongside the Rosario-Condesa
Fault, allowing systematic sampling of this fault
zone. Including double width sections, the new
tunnel will have a total length of 1,480 m, of
which 1,080 m have been developed. When
completed, the-adit will allow a second access to
the mine for safety and improved ventilation and
will reduce mine haulage by some 1,200 m.
Little progress was made on this adit in 2002
due to limited funding. The Company intends to
complete the adit in 2003. :

Minesite Exploration

At December 31, 2002, First Silver controlled
21,925 hectares (54,176 acres) of mineral rights
surrounding the mine. Subsequent to year-end,
14,684 hectares (36,284 acres) of peripheral
claims were dropped. First Silver also owns
about 1,370 hectares (3,385 acres) of surface
land surrounding the mine and another 100
hectares (247 acres) of land at the mill site.

On the San Martin minesite property, the
Zuloaga vein, currently in production, is only
one of several parallel and intersecting
mineralized veins within the claim area. The
mine property contains 15 known mineralized
fault systems that offer the potential for
expansion and development. An April, 2003
report by Dr. Peter Megaw has recommended an
aggressive minesite and regional exploration
‘program to uncover the extensive exploration
potential of the district

OTHER EXPLORATION AND
DEVELOPMENT PROJECTS

The Company continues to hold 8 precious
metals exploration properties. These eight

- properties cover 635 hectares (1,56%cres) and

are located in Jalisco State, Mexico. The
properties all have a production history and have
been placed in inventory until metal prices and
resources permit detailed exploration.



MANAGEMENT'S DISCUSSION &
ANALYSIS OF FINANCIAL
CONDITION & THE RESULTS OF
OPERATIONS

This discussion and analysis should be read in
conjunction with the consolidated financial
statements. The Company's reporting currency
is the United States dollar. All amounts in this
discussion and in the consolidated financial
statements are expressed in United States
dollars, unless identified otherwise.

During the year First Silver produced 2.4
million ounces of silver and 3,132 ounces of
gold, all from its San Martin silver mine, as
compared to 2.39 million ounces of silver and
4,523 ounces of gold in 2001. Revenue was
$10.7 million as compared to $10.1 million in
2001. The Company recorded aloss of $0.3
million or $0.01 per share for the year, as
compared with a loss of $1.2 million or $0.03
per share for 2001. The reduced loss is directly
attributable to the increase in silver prices for
the year.

Cost of sales were $9.1 million for the year
ended December 31, 2002 as compared to $9.3
million for the year earlier. Cash costs, net of
gold credits, were $3.91 per ounce of silver in
2002 as compared to $3.76 in 2001. Total costs,
net of gold credits, were $4.32 per ounce of
silver in 2002, as compared to $4.15 in 2001.
General and administrative expenses were $1.0
million for the year as compared to $0.8 million
in 2002. The increase in General and
administrative expenses are a result of a $0.1
million one time tax accrual at year-end and a
$0.1 million capital tax adjustment.
Depreciation and depletion were $1.0 million in
2002 as compared to $1.0 million in 2001.
Depreciation was relatively unchanged from the
previous year.

Liquidity and Capital Resources

Working capital at December 31, 2002 was $0.3
million (comprised of cash of $0.5 million and
accounts receivable, inventory and prepaid
expenses of $1.5 million, less current liabilities
of $1.7 million) as compared to a working
capital of $0.1 million at December 31, 2001

(comprised of cash of $0.3 million and accounts
receivable, inventory and prepaid expenses of
$1.6 million, less current liabilities of $1.8
million). This increase in working capital was a
result of the issuance of common shares of the
Company on the exercise of stock options.
During the year the Company issued 1,000,000
shares from treasury on the exercise of employee
and Director stock options for net proceeds of
$376,720. The Company does not currently
have a line of credit with any financial
institution.

Risks and Uncertainties

The Company's success depends on a number of
factors. Typical risk factors include metal price
fluctuations and operating hazards encountered
in the mining business. Competition for silver
resource properties, producing mines or interests
in producing companies may limit opportunities
to acquire reasonably priced assets. Future
government, legal or regulatory changes could
affect any aspect of the Company's business
including, among other things, the title to
properties, environmental permitting and costs,
labour relations, taxation, currency
convertibility, the repatriation of profits or
capital or the ability to import required
equipment or materials. Many of these factors
are beyond the Company's control; however,
risks and uncertainties are managed, in part, by
experienced managers, by maintaining adequate
liquidity and by cost control initiatives.

Future Income taxes

During this year’s audit, the Company’s auditors
recommended that the Company implement and
apply a new standard on future income tax
liabilities, the effect of which is to cause a
restatement of the Company’s 2001 future
income tax liability. Essentially, the future
income tax liability noted in the 2001 statements
has been reduced by $149,000 while the
Company’s loss in 2001 was reduced by
$874,354.



Outlook for 2003

Management anticipates that 2003 production
from the San Martin mine will be similar to
2002 production at costs comparable to those of
2002. The completion of a new haulage adit will
provide access to new areas of mineralization
and managemerit has established completion of
this adit as a priority. In addition, the Company
is proceeding with an exploration plan designed
to increase the mine’s reserves. Unless silver
prices improve significantly, the Company will
not be able to fund the entire cost of this
program through internally generated cash flow
and may need to seek other sources of funding,
including an equity issue. There is no guarantee
that an equity offering will be successful. If the
exploration program is successful, then the
mine would have ore available for several years
of operations. If the exploration program is
unsuccessful, then the Company’s operational -
ability may be impaired within three years, as
current reserves are exhausted.

Unions represent mine workers. Contracts with
those unions are renegotiated annually, at year-
end. New contracts for 2003 have been

negotiated and labour relations are not expected
to have a material impact on the operation.
‘While the Company maintains a policy of
paying slightly more to its miners than its
competitors, there is a limited pool of suitable .
miners available locally. This labour shortage
has been addressed by hiring contractors to
advance the new mine production portal and
adit.

As a primary stlver producer, First Silver's
revenues are dependent upon the price of silver.
At the present time the Company has no hedging
in place and therefore is fully exposed to market
fluctuations in the price of silver. The worldwide
annual silver deficit has been estimated at
approximately 120 million ounces in each of the,
tast 13 years. Industry analysts have predicted a
silver supply shortage for several years.
Management believes that the strong
fundamentals of the world silver market bode
well for at least a modest rise in silver prices in
the next few years. Therefore, the Company
intends to continue to remain unhedged in the
future so shareholders can benefit from any
upward movement in the price of silver.



Management’s Responsibility for Financial Reporting

The consolidated financial statements of First Silver Reserve Inc. have been prepared by, and are the
responsibility of, the company’s management in accordance with accounting principles generally accepted
in Canada, and reflect management’s best estimates and judgement on information currently available.
Management maintains an appropriate system of internal controls to provide reasonable assurance that
transactions are authorized, assets safeguarded, and proper records maintained.

The Audit Committee has met with the company’s auditors to review the scope and results of the annual
audit and to review the consolidated financial statements prior to submitting the consolidated financial
statements to the Board of Directors for approval.

The company’s auditors, PricewaterhouseCoopers LLP, are appointed by the shareholders to conduct an
audit in accordance with Canadian generally accepted auditing standards, and their report follows.
/

.

Hector Davila Santos
President
Vancouver, B.C.
March 26, 2003

Auditors’ Report

To the Shareholders of
First Silver Reserve Inc.

We have audited the consolidated balance sheets of First Silver Reserve Inc. as at December 31, 2002 and
2001 and the consolidated statements of operations and retained earnings and cash flows for the years then
ended. These financial statements are the responsibility of the company’s management. Our responsibility

is to express an opinion on these financial statements based on our audits,

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial
position of the company as at December 31, 2002 and 2001 and the results of its operations and its cash
flows for the years then ended in accordance with Canadian generally accepted accounting principles. As
required by the British Columbia Company Act, we report that, in our opinion, these principles have been
applied on a consistent basis.

W ZZ P
Chartered Accountants
Vancouver, B.C.

March 26, 2003



First Silver Reserve Inc. .
Consolidated Balance Sheets
As at December 31, 2002 and 2001

(expressed in U.S. dollars)

2002 2001
$ $
(Restated -
note 6)
Assets
Current assets
Cash and cash equivalents 497,277 340,701
Accounts receivable 784,888 866,149
Inventories (note 4) 620,223 593,569
Prepaid expenses 81,689 83,990
1,984,077 "1,884,409
Resource assets (note 5) 4,373,487 4,607.723
6,357,564 6,492,132
Liabilities
Current liabilities
Accounts payable and accrued liabilities 891,426 988,990
Taxes payable 807,107 801,134
1,698,533 1,790,124
Future income taxes (note 6) : 734,849 952,200
Other long-term liabilities (note 7) 2,668,445 2,582,559
5,101,827 5,324,883
Shareholders’ Equity
Capital stock (note 8) 1,186,861 810,141
Retained earnings 68,876 357,108
1,255,737 1,167,249
6,357,564 6,492,132

Nature of operations and going concern (note 1)

Approved by the Board of Directors / )
e , 7,

The accompanying notes are an integral part of these consolidated financial statements.

Director
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First Silver Reserve Inc. ,

Consolidated Statements of Operations and Retained Earnings
For the years ended December 31, 2002 and 2001

(expressed in U.S. dollars)

Revenue
Sales

Cost and expenses

Cost of sales (note 9(a))

General and administrative (note 9(c))
Depreciation and depletion

Foreign exchange gain (loss)

Write-off of resource assets (note 5(a))
Other expense (income)

Loss before income taxes

Recovery of income taxes (note 6)

Loss for the year

Retained earnings - Beginning of year

As previously reported
Change in future income tax liability (note 6)

As restated
Retained earnings - End of year
Basic and diluted loss per share (notes 3 and 6)

Weighted average shares outstanding

The accompanying notes are an integral part of these consolidated financial statements.
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2002 2001

$ $
(Restated -

note 6)

10,743,446 10,090,143
9,125,941 9,301,517
1,003,668 751,092
1,036,014 1,032,153
58,878 (43,154)

- 907,665
24,528 (75,672)
11,249,029 11,873,601
(505,583) (1,783,458)
217,351 610,533
(288,232) (1,172,925)
208,108 2,255,387
149,000 (725,354)
357,108 1,530,033
68,876 357,108
{0.01) {0.03)
37,356,606 36,671,921




First Silver Reserve Inc. )
Consolidated Statements of Cash Flows o
For the years ended December 31, 2002 and 2001

(expressed in U.S. dollars)

2002 2001
$ $
(Restated -
note 6)
Cash flows from operating activities .
Loss for the year (288,232) (1,172,925)
Items not affecting cash
Depreciation and depletion 1,036,014 1,032,153
Future income taxes (217,351) . (610,533)
Write-off of resource assets - 907,665
530,431 156,360
Changes in non-cash working capital items 51,203 652,771
581,634 809,131
Cash flows from financing activities
Issue of common shares 376,720 - -

Cash flows from investing activities )
Resource asset expenditures (801,778) (840,278)

Proceeds on sale of resource assets 80,050
(801,778) (760,228)
Increase in cash and cash equivalents 156,576 48,903
Cash and cash equivalents - Beginning of year 340,701 291,798
Cash and cash equivalents - End of year 497,277 340,701

The accompanying notes are an integral part of these consolidated financial statements.

10



First Silver Reserve Ihc.

Notes to Consolidated Financial Statements
December 31, 2002 and 2001

(expressed in U.S. dollars)

1 Nature of operations and geing concern

First Silver Reserve Ine. (the company), through its wholly owned subsidiary Minera El Pilon 8.A. de C.V. (El Pilon), owns the San Martin silver mine
and adjacent properties in Jalisco State, Mexico. El Pilon is engaged in silver mining and related activities in Mexico, including exploration, extraction,
and processing.

For the company to realize its commitments as they become due, the company will have to generate cash flows from operations which is dependent upen
obtaining better silver prices, more favourable exchange rates and completion of the necessary development work at the San Martin Mine. The ability of
the company to complete the necessary development work 1s dependent on the company raising additional finance. There can be no assurance it will be
able to do so.

These consolidated financial statements have been prepared on the going concern basis, which assumes the company will continue operations and will be
able to realize its assets and discharge its liabilities in the normal course of business. The consolidated financial statements do not reflect the adjustments

to the carrying values of assets and liabilities that would be necessary if the company is unable to continue operations as a result of a significant decline
in sitver prices from current levels.

2 Significant accounting policies

These consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting principles, and reflect the
policies set out below:.

Basis of consolidation

These consolidated financial statements include the accounts of the company and its wholly owned subsidiary El Pilon.

Foreign currency translation

The functional currency of the company is the Mexican peso (PS$).

The company reports its results in United States dollars. Accordingly, these consolidated financial statements have been prepared using a translation of
convenience. Under this method, the assets, liabilities, revenues, and expenses for the years presented have been translated at the United States dollar
exchange rate in effect on December 31, 2002 and comparative information has been retranslated at this rate. The exchange rate in effect as at

December 31, 2002 was US$1.00: PS$10.479.

Gains or losses on foreign currency transactions are recognized in earnings. The company’s operations are in Mexican pesos and, accordingly, the
company is exposed to foreign exchange nisk.

Use of estimates

The preparation of consolidated financial statements in accordance with Canadian generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and habilities and disclosure of contingent liabilities at the date of the consolidated
financial statements and the reported amount of revenues and expenses during the reporting period. Significant areas requiring the use of management
estiates relate to the determination of mineral reserves, reclamation and environmental obligations, impairment of assets, useful lives for purposes of

depreciation, and income taxes. Actual results could differ from those reported.

These consolidated financial statements are subject to fluctuations caused by, among other operational factors, the price of silver, Mexican inflation, and
the U.S. dollar : Mexican peso exchange rate.

Revenue recognition
Silver revenues are recorded at the estimated net realizable value at the time of shipment.
Inventories

Materials and supplies are valued at the lower of average cost and net replacement value. In process inventories, including ore stockpiles when
applicable, are valued at the lower of average production cost and net realizable value.

Property, plant and equipment

Land is carried at historical cost. Plant and equipment are recorded at cost and are depreciated over the estimated lives of the assets on a straight-line
basis at the following annual rates:

11



First Silver Reserve Inc.
Notes to Consolidated Financial Statements
December 31, 2002 and 2001

(expressed in U.S. doilars)

Buildings . 5%
Machinery and equipment 0%
Office furniture 10%
Computers 30%
Vehicles 25%

Mine development costs, including costs incurred during production to expand ore reserves, are deferred and depleted based on a unit of production
method using proven and probable reserves and an element of resources.

Mineral properties and deferred costs

Mineral property acquisition costs and exploration expenditures relating to properties outside the San Martin silver mine that have mineralization
requiring further exploration are deferred until the property is developed, sold, abandoned, or allowed to lapse. If properties are sold, abandoned, or
allowed to lapse, the related costs are then written off.

Management of the company regularly reviews the net carrying value of each minerel property. Where information is avatlable and conditions suggest
impairment, estimated future net cash {lows from each property are calculated using estimated future prices, proven and probable reserves, and operating,
capital and reclamation costs on an undiscounted basis. Reductions in the carrying value of each property would be recorded to the extent the net book
value of the investmen: exceeds the estimated future cash flows

Where estimnates of future net cash flows are not available and where other conditions suggest impairment, management assesses if the carrying value can
be recovered.

Management’s ostimates of mineral prives, recoverable proven and probable reserves, and operating, capital and reclamation costs are subject to certain
risks and uncertainties which may affect the recoverability of mineral property costs. Although management has made its best cstimate of these factors, it
is possible that changes could oceur in the near term, which could adversely atfect management's estimate of the net cash flow to be generated from its
properties.

The acquisition of title to mineral properties is a detailed and time-consuming process. The company has taken steps, in accordance with industry
standards, to verify mineral properties in which it has an interest. Although the company has taken every precaution to ensure that legal title to its
properties is properly recorded in the name of the company, there can be no assurance that such title will ultimately be secured.

Provision for future reclamation and closure costs

Based on current laws and regulations, no provision for future reclamation and closure costs is required by the company. Should these laws and
regulations change in the future, the company will assess the need to record such a provision.

Cash and cash equivalents
Cash and cash equivalents comprise cash at banks and on hand and other short-term deposits maturing within 90 days of the original date of acquisition.
Income taxes

Future income taxes are recognized for the future income tax consequences attributable to differences between the carrying values of assets and liabilities
and their respective income tax bases. Future income tax assets and liabilities are measured using substantially enacted income tax rates expected 10 apply
10 taxable ncome in the years in which temporary differences arc expected to be recovered or settled. The effect on future income tax assets and

liabilitics of a change in rates is included in operations in the period that includes the enactment date. A future income tax asset is recorded when the
probability of the realization is more likely than not.

Stock-based compensation

Effective January 1, 2002, the company adopted the new accounting standard for stock-based compensation. The new standard covers the recognition,
measurernent and disclosure of stock-based compensation and other stock-based payments made in exchange for goods and services provided by
emplovees and non-employees. The standard sets out a fair value-based method of accounting that is required for certain, but not all, stock-based
transactions. The fair value method must be applied to all stock-based payments to non-employees, However, the new standard permits the company to
continue its existing policy that no compensation cost is recorded on the granting of stock options to employees and directors as the exercise price is
equal to or greater than the market price at the date of the grant. Consideration paid on exercise of the stock options is credited to capital stock. The
standard also requires additional disclasures for options granted to employees and directors, including disolosure of pro forma earnings and pro forma
carnings per share as if the fair value-based accounting method had been used to aceount for employee stock options (note 8).
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First Silver Reserve inc.

Notes to Consolidated Financial Statements
December 31, 2002 and 2001

(expressed in U.S. dollars)

3  Loss per share

Loss per share is calculated based on the weighted average number of common shares issued and outstanding during the year of 37,356,606 (2001 -
36,671,921). The exercise of outstanding stock options and warrants would be anti-dilutive.

4 Inventories

In process inventories

Materials and supplies

5 Resource assets

San Martin Mine

Land

Buildings

Machinery and equipment
Deferred mine development
Office furniture

Computers

Vehicles

13

2002 2001
S S
138,919 119,122
481,304 474,447
620,223 593,569
2002

Accumulated

depreciation
Cost and depletion Net
$ $ $
45824 - 45824
1,474,004 572,971 901,033
3,274,776 1,417,177 1,857,599
3,553,914 2,096,896 1,457,018
114,327 52,887 61,440
64,915 57,565 7,350
285,354 242,131 43,223
8,813,114 4,439,627 4,373,487




First Silver Reserve Inc. '
Notes to Consolidated Financial Statements
December 31, 20602 and 2001

(expressed in U.S. dollars)

Accumulated
depreciation
Cost and depletion Net
$ $ S
San Martin Mine
Land 37,792 - 37,792
Buildings 1,474,004 440,674 1,033,330
Machinery and equipment 3,053,114 1,099,430 1,953,684
Deferred mine development 3,000,067 1,562,491 1,437,576
Office furniture 111,308 43,150 68,158
Computers 60,484 52,567 7.917
Vehicles 274,567 205,301 69,266
8,011,336 3,403,613 4,607,723
Other
Palmarejo (a)
Acquisition 149266 - 149,266
Deferred oxploration expenditures 758,399 - 758,399
Written off during the year (907,663) B (907,665)

a)  OnJune 10, 1997, El Pilon entered into a joint venture agreement with Ameca Gold S.A. de C.V. (Ameca), a company with shareholders related to
an officer and director of the company, for the exploration, development, and production of the Palmarejo property in Jalisco State, Mexico

All costs relating to this property were written off during 2001.

6 Income taxes

Future meome taxes are provided for temporary differences. The significant components of future income tax assets and Habilities at December 31, 2002
and 2001 are as follows:

2002 2001
$ $
(Restated)

Future income tax assets

Unused tax losses 782,403 809,380

Resource assets 56,021 66,227

Other provisions 841,317 886,550

1,679,743 1,762,157

Furure income tax labilities

Inventory (208,361) (223.069)

Accounts receivable (474,725) (482,000)

Resourece assets - Mexico (820,000) (986,829)
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First Silver Reserve Inc.

Notes to Consolidated Financial ‘Statements
December 31, 2002 and 2001

(expressed in U.S. dollars)

Net future tax asset before valuation allowances
Less:

Valuation allowance - Mexico

Valuation allowance - Canada

Net future tax liability

(1,503,086 {1,693,898)
176,657 68,259
(421,940) (384,798)
(489,566) (635,661)
(734,849) (952,200

The recovery of income taxes shown in the consolidated statement of operations and retained eamings differs from the amounts obtained by applying

statutory rates to the loss before income taxes due to the following:

Statutory rate

Income tax at statutory rates

Difference in foreign tax rates

Benefits of Canadian tax losses not recognized
Reduction in Mexican tax rates

Benefit of inflationary adjustment for Mexican tax
Benefit of recoverable Mexican asset tax

Benefit of Mexican tax assets not recognized
Other non-deductible items

2002 2001

3 3
(Restated)

39.62% 44.62%
200,312) (795,779)
13,276 23,375
39,595 50,164
(28,566) -
(43,630) (36,192)
(86,645) -
80,796 140,075
8,135 7,824
(217,351) (610,533)

The company has estimated Canadian non-capital tax losses of $1,152,433 expiring between 2002 and 2008 and estimated Mexican non-capital Josses of

$819,418 expiring between 2010 and 2012,

Restatement

During the year the company reviewed the implementation and application of the standard on future income tax liabilities. This has resulted in an
amendment to the 2001 and 2000 future income tax liabilities. This amendment has arisen from an improper application of the standard in those and

previous years. The effect of this amendment is summarized below:

Future income tax liability before change
Change

Future income tax hability after change

Loss for the year before change
Change

Loss for the year after change
Loss per share before change
Loss per share after change

15

2001
$

1,101,200
(149,000)

952,200

(2,047,279
874,354

(1,172,925)
(0.06)
(0.03)



First Silver Reserve Inc.
Notes to Consolidated Financial Statements
December 31, 2002 and 2001

(expressed in U.S. dollars)

7 Other long-term linbilities
In 1992, El Pilon entered into a contract with a Mexican bank, whereby the bank committed to advance cash to El Pilon in exchange for silver to be
defivered in future instalments. The bank failed to advance the agreed amount, and El Pilon therefore refused to deliver the silver. El Pijon sued the bank
for breach of contract. The company believes it will retain the amount of $1,132,863 received from the bank but the ultimate outcome is uncertain.
Principal, interest and penalties have been accrued and are included in other long-term liabilities.

8 Capital stock

Authorized
100,000,000 common shares without par value,

Issued and outstanding

Number of
shares
$
Balance - December 31, 2000 and 2001 36,671,921 810,141
Exercisc of options 1,000,000 376,720
Balance - December 31, 2002 37,671,921 1,186,861
Stock options outstanding
The company has formal stock option plan. Options and terms are granted by the directors at their discretion. The following table summarizes
information about the options at December 31, 2002 and 2001 and the changes for the vears then ended:
2002 2001
Weighted Weighted
Number of average exercise Number of average exercise
shares price shares price
CAS CAS
Options outstanding - Beginning of year 1,530,000 .55 1,530,000 0.55
Granted 215,000 0.82 - -
Exercised (1,000,000) 0.59 - -
Options outstanding and exercisable - End of
year 745,000 0.57 1,530,000 0.35

As at December 31, 2002, the following stock options were outstanding and exercisable:

Weighted average

Number of shares Exercisc price Expiry date X remaining life
CAS (years)

695,000 0.35 August 27, 2005 27

50,000 0.82 May 16, 2007 4.4

745,000 2.8
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First Silver Reserve Inc. . ‘
Notes to Consolidated Financial Statements
December 31, 2002 and 2001

{expressed in U.S. dollars)

Stock-based compensation pro forma information

Effective January 1, 2002, the company adopted the new accounting standard for stock-based compensation. The company did not grant any stock
options to non-employees. As permitted under the standard, for income statement purposes, the company has elected not to follow the fair value-based
method of accounting for share options granted to employees and directors. Accordingly, no compensation expense was recorded on the grant of share
options to employees and directors as the exercise price was equal to or greater than the market price at the date of the grant. Had the company followed
the fair vatue method of accounting, the company would have recorded a compensation expense of $71,652 in 2002 in respect of the 215,000 shares it
issued to its employees and directors. Pro forma eamings and earnings per share information determined under the fair value method of accounting for
stock options are as follows:

$

Net loss

As reported 288,232

Compensation expense 71,652

Pro forma 359,884
Net loss per share

As reported - 0.01)

Pro forma 0.01)

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing mode! with the following assumptions:

Expected dividend yield 0%
Expected stock price volatility 5%
Risk-free interest rate 433%
Expected life of options 5 years

Option pricing models require the input of highly subjective assumptions including the expected volatility. Changes in the assumptions can materially
affect the fair value estimate, and therefore, the existing models do not necessarily provide a reliable measure of the fair value of the company’s stock
options.
9 Related party transactions
ay During the year ended December 31, 2002, the company paid $1,111,259 (2001 - $1,132,204) for hauling costs to a company with shareholders
related to an officer and director of the company. Supplies of $101,934 (2001 - $98 868) were sold at cost to the same company. During 2001, the
company also sold equipment for net proceeds of $62,236 to the same company.

b} Durning the year ended December 31, 2002, the company obtained management and office services from companies, each of which is related by
virtue of a common director and officer. The total cost for these services amounted to $38,049 (2001 - $41,220).

c) During the year ended December 31, 2002, the company paid $6,194 (2001 - $17,712) for legal services provided by a company related by virtue
of a common director.

10  Segmented information

The company has one operating segment, silver mining and related activities including exploration, extraction, and processing. All assets of the company
are located i Mexico except for $167,823 located in Canada.

11 Financial instruments
a) Credit risk

Concentration of credit risk in trade accounts receivable is with one commodity dealer. The company considers the risk of non-performance to be
remote due to the credit-worthiness of this broker and the company’s past experience with themn.

b} Fair values

The carrying values of cash and short-term investments, accounts receivable, and accounts payable and accrued liabilities reflected in the
company’s consolidated balance sheets approximate fair values.
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Hector Davila Santos
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First Silver Reserve Inc.
Suite 584 — 885 Dunsmuir Street
Vancouver, B.C.

V6C INS
(604)-602-9973
Fax: (604)-681-5910

May 28, 2003

Securities and Exchange Commission
450 - 5 Street N.W.

Judiciary Plaza
Washington, D.C.
U.S.A. 20549
Attention: File Clerk
Office of International Corporate Finance
Dear Sirs:

Re: Filing Documents for First Silver Reserve Inc. — Exemption Number 82-3449
Section 12g3-2(b), Securities Exchange Act of 1934

Please find enclosed a copy of the following documents:
- Annual report for the year ending December 31, 2002;
- Notice, Information Circular and Proxy for annual general meeting on June 17,
2003;
- Quarterly report for the first quarter ending March 31, 2003;
- News releases dated February 19, 2003, May 15, 2003 and May 30, 2003.

Would you please file the enclosures in your files.

First Silver Reserve Ing?

Per:

Len W. Brownlie, Director

Encl.
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Proxy

ANNUAL GENERAL MEETING OF MEMBERS OF . Wﬁe-::.-:n Q.,o- full detail Om each item, please see the enclos€d Notice of Meeting and Information Circular)
. . . L . For Against
FIRST SILVER RESERVE INC. (the "Company") . ’ ¢ 1 .

TOBEHELD AT  SUITE 584 —885 Dunsmuir Street For Withhold

Vancouver, B.C, V6C IN5

§71-3ddg

ON TUESDAY, JUNE 17, 2003, AT 2:00 PM

‘—.—.m..:.—a..upm-ﬂa FA!M uw_.:..ve:—.@ﬁu _-n-.nvw.:.»hm:wnoiamww
Director of the Ooﬂﬂm:ﬁ or failing this person, Hector Davila Santos, a Director of the Company, or in the
place of the foreg as proxyholder for and on behalf of the Registered
Shareholder with Ea power of substitution to attend, act E.i <ona for and on behalf of the Registered :
Sharcholder in 1espect of all matters that may properly come before the Meeting of the Registered Shareholders
of the Company and at every adjournment thereof, to the same extent and with the same powers as if the

undersigned Registered Shareholder were present at the said Meeting, or any adjournment thereof.

"For Against

|

The Registered Shareholder hereby directs the proxyholder to vote the securities of the Company registered in
the name of the Regi: d Shareholder as specified herein.

The undersigned Regi d Shareholder hereby kes any proxy previougly given to attend and
vote at said Meeting.

SIGN HERE:

Please Print Name:

Date:

Number of Shares
Represented by Proxy:

THIS PROXY FORM IS NOT VALID UNLESS IT IS SIGNED AND DATED.
SEE IMPORTANT INFORMATION AND INSTRUCTIONS ON REVERSE
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NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the Annual General Meeting (the “Meeting”) of the shareholders of First
Silver Reserve Inc. (the “Company”) will be held on Tuesday, June 17, 2003 at Suite 584 - 885
Dunsmuir Street, Vancouver, British Columbia, Canada, at the hour of 2:00 p.m. (local time in
Vancouver, B.C.) for the following purposes:

1. To receive the audited annual financial statements of the Company for its fiscal year ended
December 31, 2002 and the report of the auditors thereon;

2. To determine the number of directors at five;
3. To elect as directors for the ensuing year:
Hector Davila Santos

Len Brownlie

Victor Garcia Jimenez
Robert Young

James Calhoun O’Rourke

4. To appoint PricewaterhouseCoopers LLP, Chartered Accountants, as the Company’s auditor for
the ensuing fiscal year and to authorize the directors to set the auditor’s remuneration; and

5. To approve the transaction of such other business as may properly come before the Meeting.
Accompanying this Notice is an Information Circular and a form of Proxy.

Shareholders unable to attend the Meeting in person should read the notes to the enclosed Proxy and
complete and return the Proxy to the Company’s Registrar and Transfer Agent, Computershare Trust
Company of Canada, or at the Meeting within the time reguired by, and to the location set out in, the

notes to the Proxy.

The enclosed Proxy is solicited by management of the Company and shareholders may amend it, if
desired, by inserting in the space provided, an individual designated to act as proxyholder at the Meeting.

DATED at Vancouver, British Columbia, this 8th day of May, 2003.

BY ORDER OF THE BOARD

“Hector Davila Santos”

Hector Davila Santos
Chairman of the Board
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INFORMATION CIRCULAR
For the 2003 Annual General Meeting of Members

of

FIRST SILVER RESERVE INC.
Suite 584 — 885 Dunsmuir Street
Vancouver, British Columbia
Canada V6C IN5
www firstsilver.com

. (all information as at May 8, 2003 unless otherwise noted)
SOLICITATION OF PROXIES

This Information Circular is furnished in connection with the solicitation of proxies by the Management of
First Silver Reserve Inc. (the “Company") for use at the Annual General Meeting (the "Meeting") of the
Members of the Company, to be held at the time and place and for the purposes set forth in the
accompanying Notice of Meeting and at any adjournment thereof.

BERSONS OR COMPANIES MAKING THE SOLICITATION

The enclosed Instrument of Proxy is solicited by Management. Solicitations will be made by mail and
possibly supplemented by telephone or other personal contact to be made without special compensation by
regular officers and employees of the Company. The Company may reimburse Members' nominees or
agents (including brokers holding shares on behalf of clients) for the cost incurred in obtaining authorization
from their principals to execute the Instrument of Proxy. No solicitation will be made by specifically
engaged employees or soliciting agents. The cost of solicitation will be borne by the Company. None of the
Directors of the Company have advised that they intend to oppose any action intended to be taken by
Management as set forth in this Information Circular.

APPOINTMENT AND REVOCATION OF PROXIES

The persons named in the accompanying Instrument of Proxy are Directors or Officers of the Company. A
Member has the right to appoint a person to attend and act for him on his behalf at the Meeting other
than the persons named in the enclosed Instrument of Proxy. To exercise this right, a Member shall
strike out the names of the persons named in the Instrument of Proxy and insert the name of his
nominee in the blank space provided, or complete another Instrument of Proxy. The completed
Instrument of Proxy should be deposited with the Company's Registrar and Transfer Agent,
Computershare Trust Company of Canada, at 100 University Avenue, 9" Floor, Toronto, Ontario,
M5J 2Y1 at least 48 hours before the time of the Meeting or any adjournment thereof, excluding
Saturdays and holidays.

The Instrument of Proxy must be dated and be signed by the Member or by his Attomey in writing, or, if the
Member is a corporation, it must either be under its common seal or signed by a duly authorized officer.




In addition to revocation in any other manner permitted by law, a Member may revoke a Proxy either by (a)
signing a Proxy bearing a later date and depositing it at the place and within the time aforesaid, or (b)
signing and dating a written notice of revocation (in the same manner as the Instrument of Proxy is required
to be executed as set out in the notes to the Instrument of Proxy) and either depositing it at the place and
within the time aforesaid or with the Chairman of the Meeting on the day of the Meeting or on the day of
any adjournment thereof, or (c) registering with the Scrutineer at the Meeting as a Member present in
person, whereupon such Proxy shall be deemed to have been revoked.

NON-REGISTERED HOLDERS

Only registered shareholders or duly appointed proxyholders are permitted to vote at the Meeting. Most
shareholders of the Company are “non-tegistered shareholders” because the Shares they own are not
registered in their names but are instead registered in the name of the brokerage firm, bank or trust
company through which they purchased the Shares. More particularly, a person is not a registered
shareholder in respect of Shares which are held on behalf of that person (the “Non-Registered Holder”)
but which are registered either: (a) in the name of an intermediary (an “Intermediary”) that the Non-
Registered Holder deals with in respect of the Shares (Intermediaries include, among others, banks, trust
companies, securities dealers or brokers and trustees or administrators of self-administered RRSP's,
RRIFs, RESPs and similar plans); or (b) in the name of a clearing agency (such as The Canadian
Depository for Securities Limited (“CDS”}) of which the Intermediary is a participant. In accordance
with the requirements of National Instrument 54-101 of the Canadian Securities' Administrators, the
Company has distributed copies of the Notice of Meeting, this Information Circular and the Proxy
(collectively, the “Meeting Materials”) to the. cleating ‘agencies and Intérmediaries for onward
distribution to Non-Registered Holders.

Intermediaries are required to forward the Meeting Materials to Non-Registered Holders unless a Non-
Registered Holder has waived the right to receive them. Very often, Intermediaries will use service
companies to forward the Meeting Materials to Non-Registered Holders. Generally, Non-Registered
Holders who have not waived the right to receive Meeting Materials will either:

(a) be given a form of proxy which has already been signed by the Intermediary {typically by a
facsimile, stamped signature), which is restricted as to the number of shares beneficially owned
by the Non-Registered Holder but which is otherwise not completed. Because the Intermediary
has already signed the form of proxy, this form of proxy is not required to be signed by the Non-
Registered Holder when submitting the proxy. In this case, the Non-Registered Holdér who
wishes to submit a proxy should otherwise properly complete the form of proxy and deliver it to
Computershare Trust Company as provided above; or

(b) more typically, be given'a voting instruction form which is not signed by the Intermediary, and
which, when properly completed and signed by the Non-Registered Holder and returned to the
Intermediary or its service company, will constitute voting instructions (often called a *“proxy
authorization form”) which the Intermediary must follow. Typically, the proxy authorization
form will consist of a one page pre-printed form. Sometimes, instead of the one page pre-printed
form, the proxy authorization form will consist of a regular printed proxy form accompanied by a
page of instructions, which contains a removable label containing a bar code and other
information. In order for the form of proxy to validly constitute a proxy authorization form, the
Non-Registered Holder must remove the label from the instructions and affix it to the form of
proxy, properly complete and sign the form of proxy and return it to the Intermediary or its
service company in accordance with the instructions of the Intermediary or its service company.




In either case, the purpose of this procedure is to permit Non-Registered Holders to direct the voting of
the Shares, which they beneficially own. Should a Non-Registered Holder who receives one of the above
forms wish to vote at the meeting in person, the Non-Registered Holder should strike out the names of
the Management Proxyholders and insert the Non-Registered Holder’s name in the blank space provided.
In either case, Non-Registered Holders should carefully follow the instructions of their Intermediary,
including those regarding when and where the proxy or proxy authorization form is to be delivered.

A revocation of a Proxy does not affect any matter on which a vote has been taken prior to the
revocation.

YOTING OF PROXTES

If the instructions in a Proxy are certain, the shares represented thereby will be voted on any poll by the
persons named in the Proxy and, where a choice with respect to any matter to be acted upon has been
specified in the Proxy, the shares represented thereby will, on a poll, be voted or withheld from voting in
accordance with the specifications so made.

Where no choice has been specified by the shareholder, such shares will, on a poll, be voted in
accordance with the notes to the form of Proxy.

The enclosed form of Proxy, when properly completed and delivered and not revoked, confers
discretionary authority upon the persons appointed proxyholders thereunder to vote with respect to any
amendments or variations of matters identified in the Notice of Meeting and with respect to other matters
which may properly come before the Meeting. At the time of the printing of this Information Circular,

_ the management of the Company knows of no such amendment, variation or other matter which may be
presented to the Meeting.

YOTING SECURITIES AND PRINCIPAL HOLDERS OF YOTING SECURITIES

As at the date hereof, the Company has issued and outstanding 37,696,921 fully paid and non-assessable
Common shares without par value, each share carrying the right to one vote. The Company has no other
classes of voting securities.

Any shareholder of record at the close of business on May 08, 2003 who either personally attends the
Meeting or who has completed and delivered a Proxy in the manner specified, subject to the provisions
described above, shall be entitled to vote or to have such shareholder’s shares voted at the Meeting.

To the best of the knowledge of the directors and senior officers of the Company, the only persons who,
or corporations which, beneficially own, directly or indirectly, or exercise control or direction over,
shares carrying more than 10% of the voting rights attached to all outstanding shares of the Company are:

Shareholder Name Number of Shares Percentage of Issued Shares
Hector Davila Santos ) 27,117,367 71.9%
(1) Mr. Davila Santos is the Chairman of the Board and President and Chief Executive Officer of the Company.
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EXECUTIVE COMPENSATION

Set out below are particulars of compensation paid to the following persons (the "Named Executive
Officer"):

{(a) the Company’s chief executive officer;

(b) each of the Company’s four most highly compensated. executive officers who were serving as
executive officers at the end of the most recently completed financial year and whose total salary
and bonus exceeds $100,000 per year; and

©) any additional individuals for whom disclosure would have been provided under (b) but for the
fact that the individual was not serving as ari executive officer of the Company at the end of the
most recently completed financial year.

As at December 31, 2002, the end of the most recently completed fiscal year of the Company, the

Company had one Named Executive Officer, whose name and positions held within the Company are set
out in the summary of compensation table below.,

Spmmary of Compensation
The dollar amounts referred to herein are shown in Canadian dollars, unless otherwise stated.

The following table is a summary of compensation paid to the Named Executive Officer for each of the
Company’s three most recently completed fiscal years.

Annual Compensation Long Term Compensation
Awards Payouts
Restricted
Other Securities | Shares or All

Name and Fiscal Annual Under Restricted | LTIP Other
Position Year Compen- | Options Share Pay- Compen-
of Principal Ending | Salary Bonus sation Granted Units Outs sation
Hector Davila Santos | 2002 $104.908" | $8.260" | Nil 635,000 | Nil N/A Nil
Chairman of the Board,
President & CEO 2001 $111,011 $8.708 Nil Nil Nil N/A Nil

2000 $105,585 $8,807 Nil Nil Nil N/A Nil
m Amounts shown are in United States dollars.

The Company has no long-term incentive plans in place and therefore there were no awards made under
any long-term incentive plan to the Named Executive Officer during the Company’s most recently
completed fiscal year, A "Long-Term Incentive Plan" is a plan under which awards are made based on
performance over a period longer than one fiscal year, other than a plan for options, SARs (stock
appreciation rights) or restricted share compensation.




During the most recently completed fiscal year, no incentive stock options or SARs (stock appreciation
rights) were granted to the Named Executive Officer.

Aggregated Option/SAR Exercises During the Most Recently
Completed Fiscal Y. | Fiscal Year End Ontion/SAR Val

The following table sets out details of all exercises of incentive stock options by the Named Executive
Officer, other officers and directors, during the most recently completed fiscal year as well as the fiscal
year end value of stock options held by the Named Executive Officer and directors. During this period,

no outstanding SARs were held by the Named Executive Officer, other officers or directors.

Value of Unexercised
Securities Unexercised Options at In-the-Money Options
Acquired on Aggregate Fiscal Year-End at Fiscal Year-End
Exercise Value Exercisable/Unexercisable Exercisable /
Name ® Realized # Unexercisable %
®" ®)
Hector Davila Santos 40,000 $32,200 635,000/ Nil $520,700/ Nil
Directors (4) who are 615,000 $348,550 25,000*/Nil $13,750*
not Executive Officers .
m Based on the difference between the option exercise price and the closing market price of the Company’s shares, on the
date of exercise.
2) In-the-Money Options are those where the market value of the underlying securities as at the most recent fiscal year

end exceeds the option exercise price of $0.55 or $0.82*. The closing market price of the Company’s shares as at
December 31, 2002, (ie. fiscal year end) was $1.37.

No employment contract exists between the Company and the Named Executive Officer.

There are no compensatory plans or arrangements with respect to the Named Executive Officer resulting
from the resignation, retirement or other termination of employment or from a change of control of the
Company.

C ion of Di

No cash compensation was paid to any director of the Company for the director’s services as a director
during the fiscal year ended December 31, 2002. Reference is made to “Management Contracts” for

particulars of agreements entered into by the Company with companies associated with certain directors
and officers of the Company.

The Company has no standard arrangement pursuant to which directors are compensated by the Company
for their services in their capacity as directors except for the granting from time to time of incentive stock
options in accordance with the policies of The Toronto Stock Exchange. During the most recently




completed financial year, the Company granted 215,000 incentive stock options to directors or officers
other than the Named Executive Officer.

MANAGEMENT CONTRACTS

Pursuant to a management agreement (the “Brownlie Agreement”) dated June 22, 1998 between the
Company and Brownlie Management Ltd. (“Brownlic”), a private company wholly-owned by Len
Brownlie, the Secretary and a director of the Company, the Company agreed to pay a monthly fee of
$2,500 to Brownlie for management services. The Brownlie Agreement may be terminated by either
party with 30 days’ written notice.

Pursuant to 2 management agreement (the “LASRAS Agreement”) dated June 22, 1998 between the
Company and LASRAS Holdings Ltd. (‘LASRAS™), a private company wholly-owned by Rodney Shier,
the Chief Financial Officer of the Company, the Company agreed to pay a monthly fee of $2,500 to
LASRAS for financial management services. The LASRAS Agreement may be terminated by either
party with 30 days™ written notice.

INTEREST QF INSIDERS INMATERIAL TRANSACTIONS

Except as disclosed herein, since the commencement of the last completed fiscal year, no insider of the
Company, nominee for director, or any associate or affiliate of an insider or nominee, had any material
interest, direct or indirect, in any transaction or any proposed transaction which has materially affected or
would materially affect the Company or any of its subsidiaries.

INTEREST OF CERTAIN PERSONS IN MATTERS TO BE ACTED JPON

Except as disclosed herein, no Person has any material interest, direct or indirect, by way of beneficial
ownership of securities or otherwise, in matters to be acted upon at the Meeting. For the purpose of this
paragraph, "Person” shall include each person: (a) who has been a director, senior-officer or insider of the
Company at any time since the commencement of the Company’s last fiscal year; (b) who is a proposed
nominee for election as a director of the Company; or (c) who is an associate or affiliate of a person
included in subparagraphs (a) or (b).

NUMBER OF DIRECTORS .

Management of the Company is seeking shareholder approval of an ordinary resolution determining the
number of directors of the Cornpany at five for the ensuing year.

ELECTION OF DIRECTORS

The term of office of each of the present directors expires at the Meeting. The persons named below
will be presented for election at the Meeting as t's i Management does not
contemplate that any of these nominees will be unable to serve as a director. Each director elected will
hold office until the next annual genera! meeting of the Company or until his or her successor is elected
or appointed, unless his or her office is earlier vacated in accordance with the Articles of the Company or
with the provisions of the Company Act (British Columbia) ("Company Act").

The following table sets out the names of the nominees for election as directors, the country in which
each is ordinarily resident, all offices of the Company now held by each of them, their principal
occupations, the period of time for which each has been a director of the Company, and the number of




common shares of the Company or any of its subsidiaries beneficially owned by each, directly or
indirectly, or over which control or direction is exercised, as at the date hereof.

. ) . Common
: Name, Occupation ¢, Date(s) Served Shares
3 as a Director Held @
b Present Position(s) with the Company @
Resident Country(’)
Hector Davila Santos ®®, Director General of Minera El Pilon, S:A. de Since January 24, 27,117,367
CcVv, the Company’s wholly-owned subsidiary. 1997
Chairman of the Board,
President and
Chief Executive Officer
Mexico
Len W. Brownlie, Ph.D, President of Brownlie Management Ltd. Since June 22, nil
Director and/or officer of various publicly traded 1998
companies.
Secretary and Dlrector
Canada
Victor Garcia Jimenez™, Lawyer with the legal firm of Garcia Jimenez &  Since January 24, nil
Associados. 1997
Director
Mexico
Robert Young, B.A.Sc¢” ©©, Independent geological consultant; formerly Nominee nil
Vice-President, Special projects and South
American Exploration Manager, TECK
Corporation
Director '
Canada
James Calhoun O’Rourke, P. Eng. oE (6’, Chairman of the Board of Since June 22, . B 11
' Compliance Coal Corporation. 1998
Director
Canada
m Unless otherwise stated above, any nominees named above not elected at the last annual general meeting has held the
principal occupation or employment indicated for at least five years.
2) For the purposes of dlsclosmg positions held in the Company, "Company" includes the Company and any parent or
subsidiary thereof.
) The information as to country of residence, principal occupation and number of shares beneficially owned by the

nominees (directly or indirectly or over which control or direction is exercised) is not within the knowledge of the
management of the Company and has been fumished by the respective. nominees.

[C))] Members of the Company’s Audit Committee.
%) Members of the Company's Compensation Committee.
6) Members of the Company’s Corporate Governance Committee.

Note: The Company does not have an Executive Committee

An Advance Notice of Meeting inviting nominations for election as directors, as required by s.111 of the
Company Act, was published in The Vancouver Sun, a Vancouver, British Columbia newspaper, on




April 21, 2003. Copies of such Advance Notice of Meeting were delivered to the Ontario and British
Columbia Securities Commissions and The Toronto Stock Exchange pursuant to the regulation under the
Company Act.

INDEBTEDNESS OF DIRECTORS, EXECUTIVE AND SENIOR OFFICERS

During the last completed fiscal year, no director, executive officer, senior officer or nominee for director
of the Company or any of their associates has been indebted to the Company or any of its subsidiaries,
nor has any of these individuals been indebted to another entity which indebtedness is the subject of a
guarantee, support in agreement, letter of credit or other similar arrangement or understanding provided
by the Company or any of its subsidiaries. :

STATEMENT OF CORPOBATE GOVERNANCE PRACTICES

The Toronto Stock Exchange (the "TSE") has issued a series of guidelines for what it considers effective
corporate governance. These guidelines deal with matters such as the constitution and independence of
corporate boards, their functions, the effectiveness and education of board members and other items
dealing with sound corporate governance. The TSE requires that each listed company disclose on an
annual basis its approach to corporate governance with reference to the guidelines. The Company's
approach to corporate governance is set forth below and in Schedule "A". Schedule "A", which
supplements the disclosure below, lists each of the TSE's corporate governance guidelines, and the
Company's conformity to each guideline.

Mandate of the Roard

The Board is required to supervise the management of the business and affairs of the Company and to act
with a view to the best interests of the Company. The Board actively oversees the development, adoption
and implementation of the Company's strategies and plans. The Board's responsibilities include:

. the Company's strategic planning process

. the identification of the principal risks of the Company’s business and ensuring the
implementation of appropriate systems to manage risk

. the Company's ion planing, including appointing, training and monitoring senior

management

the Company's major business development initiatives

the integrity of the Company's internal control and management information systems

the Company's policies for communicating with shareholders and others, and

the general review of the Company's results of operations.

The Board considers that certain decisions are sufficiently important that management should seek prior
approval of the Board. Such decisions include:

approval of the annual capital budget and any material changes to the operating budget
approval of the Company’s business plan
acquisition of, or investments in new business
changes in the nature of the Company's business
hanges in senior
all matters as required under the British Columbia Company Act
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The Board meets on a regularly scheduled basis and more frequently if required. In ﬁscal 2002, the
Board met five times.

Board C I 1Ind i i M
Composition of the Board

The Board of Directors currently consists of 5 directors: Hector Davila Santos; Len W. Brownlie; Victor
Garcia Jimenez; Lawrence D. Barr and James C. O'Rourke.

. Unrelated Directors

An “unrelated" director, under the TSE guidelines, is a director who is free from any interest and any
business or other relationship which could, or could reasonably be perceived to, materially interfere with
the director's ability to act in the best interests of the Company, other than interests arising from
shareholding. In defining an unrelated director, the TSE guidelines place emphasis on the ability of a
director to exercise objective Judgemem independent of managemem

On an application of- these deﬂmuons three of the Company's ﬁve existing and proposed directors are
untelated. The related directors of the Company are Hector Davila Santos, the Chairman of the Board,
President and Chief Executive Officer of the Company and Len W. Brownlie, the Coporate Secretary of
the Company. Mr. Davila Santos is also a significant shareholder.

Independence of the Board from Management

The Board meets as necessary in the absence of management to ensure the Board's functional
independence from management.

The Company recognizes the desirability of directors being able to consult outside professional advice, as
appropriate, in the discharge of their duties.

Size of the Board

A board must have enough directors to carry out its duties efficiently, while presenting a diversity of

_views and experience. The Board reviews the contributions of directors and considers whether the

current size and make-up of the Board promotes effectiveness and efficiency.
Board Committees

The Board has three committees: the Audit Committee, the Compensation Committee, and the Corporate
Governance Committee. Each of these committees is comprised of a majority of unrelated directors.
The committees, their mandates and memberships are outlined below:

Audit Committee

The Audit Committee meets with the Chief Financial Officer of the Company and the independent
auditors to review and inquire into matters affecting financial reporting matters, the system of internal
accounting and financial controls and procedures and the audit procedures and audit plans. The Audit
Committee also recommends to the Board of Directors the auditors to be appointed. In addition, this
Committee reviews and recommends to the Board for approval the annual financial statements, the
annual report and certain other documents required by regulatory authorities. During the year ending
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December 31, 2002, this Committee met once. During the year ending December 31, 2002, this
Committee was composed of Victor Garcia Jimenez, Lawrence D. Barr and James Calhoun O’Rourke, all
of whom were unrelated directors.

Compensation Committee

The Compensation Committee, in consultation with the President ‘and Chief Executive Officer of the
Company, reviews and recommends to the Board for approval all matters relating to compensation of
executives of the Company. During the year ending December 31, 2002, this Committee met once.
During the year ending December 31, 2002, this Committee was composed of Hector Davila Santos,
Lawrence D. Barr and James Calhoun O’ Rourke, all of whom were unrelated directors, eiccept for Hector
Davila Santos, the Chairman of the Board, President and Chief Executive Officer of the Company.

Corporate Governance Committee

The Corporate Governance Committee is responsible for developing the approach of the Company to the
matters of corporate governance including the mandate, size and composition of the board of directors
and its committees, and assessing the effectiveness of the Board, its members and the committees of the
Board. During the year ending December 31, 2002, this Committee ‘was composed of Hector Davila
Santos, Lawrence D. Barr and James Calhoun O’Rourke, all of whom were unrelated directors, except
for Hector Davila Santos, the Chairman of the Board, President and Chief Executive- Officer of the
Company. - :

APPOINTMENT AND REMUNERATION OF AUDITOR
Shareholders will be asked to approve the appointment of PricewaterhouseCoopers LLP, Chartered
Accountants, as the auditor of the Company to hold office until the next annual general meeting of the

shareholders at a remuneration to be fixed by the directors. The auditor was first appointed on April 4,
1997. - :

OTHER BUSINESS
Management is'not aware of any matters to come before the Meeting other than those set forth in the
Notice of Meeting. - If any other matter.properly comes before the Meeting, it is the intention of the
persons named in the. Proxy to vote the shares represented thereby in accordance with their best
judgement on such matter.

ON BEHALF OF THE BOARD

“Hector Davila Santos”

Hector Davila Santos
President
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TSE Corporate Governance
Committee Guidelines

1

Does the
Company
Conform? __Comments

Board should explicitly
assumne responsibility for
stewardship of the Company

specifically for:

(a) adoption of a strategic Yes The Board reviews strategic plans formally on an annual
planning process basis, and informally as required.

(b) identification of principal Yes The Audit Committee and the Board as a whole have
risks, and implementing risk identified the Company's principal risks and review those risks
management systems and the management thereof on an ongoing basis.

©) succession planning and Yes The Board as a whole has the responsibility for succession
monitoring senior planning as it relates to senior management. The
management Compensation Committee monitors the performance of senior

management generally. The Board also reviews the
performance of senior management.

(@) communications policy Yes The Board, through and with the assistance of senior
management, has established procedures to ensure consistency
in the manner that communications with shareholders and the
public are managed.

(e) integrity of internal control Yes The Audit Committee has the responsibility for the integrity of
and management information internal controls to manage information systems with respect
systems to financial matters. The Board, through management, has

established internal control and management information
systems with respect to other operational matters.

2 Majority of directors should  Yes Hector Davila Santos the Chairman, President and Chief

be "unrelated" (independent
of management and free from
conflicting interest)

Executive Officer Hector Davila Santos is related

Len W. Brownlie - corporate officer, is related




Does the

TSE Corporate Governance Company

Committee Guidelines Conform? Comments

3 Disclosure for each director Yes Hector Davila Santos - Related - is Chairman, President and
whether he or she is related, Chief Executive Officer of the Company.
and how that conclusion was X
reached Len W. Brownlie - Related — corporate officer

For the remainder of directors and the proposed dicectars,
none of them or their associates have:
- worked for the Company
o - material contracts with the Company
- received remuneration from the Company in excess of
directors’ fees and stock options
- asignificant shareholding or a relationship with a
significant shareholder 3
Victor Garcia Jimenez - Unrelated ¢
Lawrence D. Barr - Unrelated
James Calhoun O'Rourke - Unrelated

4.2,  Appoint a committee Yes The Corporate Governance Committee has the mandate to
responsible for appointment/ assess the performance and qualiftcation of directors and to
assessment of directors assess and recommend potential nominees to the Board.

4.b.  Composed exclusively of Yes
non-management directors,
the majority of whom are
unrelated.

5 Implement a process for Yes The Corporate Governance Committee has the mandate to b
assessing the effectiveness of review, !
the board, its committee and
directors

6 Provide orientation and Yes Board turnover is relatively rare. As a result, the Board
education programs for new provides ad hoc orientation for new directors. In the past, all
directors new directors have received corporate governance materials

and have performed due diligence trips to the mine site

7 Consider reducing size of Yes The Board as a whole has reviewed the size of the Board and
board, with a view to concluded that the current number of directors is appropriate
tproving effectiveness to the needs of the Carapany at this time.

8 Review compensation of Yes The Cc Commi iders the compensation of

directors in light of risks and
Tesponsibitities

directors periodically and brings the resulting suggestions o !
the Board for its consideration. R
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Does the

individual directors to engage
outside advisors, at
Company's expense

TSE Corporate Governance Company

Committee Guidelines Conform? Comments

9.a.  Committees should generally  Yes All board committees are composed a majority of non-
be composed of non- management directors. Specifically, the audit committee is
management directors composed entirely of non-management directors.

9.b.  Majority of committee Yes All board committees are composed of a majority of unrelated
members should be unrelated. directors.

10 Appoint a committee Yes The Corporate Governance Committee has the mandate to
responsible for approach to review the Company's compliance with these guidelines on a
corporate governance issues continual basis and to consider all matters relevant to the

corporate governance of the Company.

t1.a. Define limits to
management's responsibilities
by developing mandates for:

i) the Board Yes There is no specific mandate for the Board. Any
responsibility which is not delegated to senior management or
a committee of the Board remains the responsibility of the
Board.

ity the CEO Yes The written objectives of the Company, as determined
annually by the Board, constitute the mandate of the CEO.

11.b. Board should approve CEO's  Yes The CEO's corporate objectives are established annually by
corporate objectives the Board in conjunction with management, including the

CEO.

12 Establish structures and Yes On occasions where it is considered advisable, the Board has
procedures to enable the met in the absence of management. All Board committees are
Board to function comprised solely of non-management members.
independently of
management

13.a.  Establish an audit committee  Yes The Audit Committee is mandated to monitor audit functions,
with a specifically defined the preparation of financial statements, review press releases
mandate on financial results, review other regulatory documents as

required, and meet with outside auditors independently of
management.

13.b.  All members should be non-  Yes
management directors

14 Implement a system to enable No No formal system for the engagement of outside advisors has

been implemented, however, directors on occasion have been
invited to seek independent counsel at the Company's expense
and have done so. There is no policy in place prohibiting this
activity or establishing specific guidelines as to how such
arrangements are to be made.




